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Berada and the Problems of World Trade 
* 


Mr. FriepMan: No one knows what is happening in today’s Italian 
ection. So, the Rounp Taste proposes to examine the problem which 
as a crucial influence on our eventual success in promoting Italian and 
uropean recovery. The final recovery of Italy and Europe depends 
pon world trade. It also finally depends upon what we in the North 
.merican continent do about inflation. If the American price level in- 
ates like a rising kite, we shall find it increasingly difficult to help our- 
Ives and Europe. 

From Toronto, Canada, the Rounp Taste today uses the Canadian 
<perience to give an unusual perspective on the problem of high prices 


nd European recovery. 
Gordon, how does Canada fit into the Marshall Plan? 


Mr. Gorvon: Canada is the one other country in the world, besides 
1e United States, which has developed a European recovery program; 
nd our contributions already made represent a very formidable total in 
‘lation to Canadian resources. Our UNRRA relief was, of course, on a 
roportionate basis with the United States’, but the Canadian postwar 
edits to the countries now included in the European Recovery Program 
ave far exceeded anything done so far by any other country. Into these 
ostwar credits Canada has put up close to two billion dollars; or, to put 
in terms of the United States, if the United States had made a contri- 
ution on the same scale, its total would have been of the order of thirty- 
vo to thirty-five billion dollars." 


41 Canadian exports of raw materials, semifinished goods, and manufactured goods, for 
lected years, were divided as follows: 
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Moreover, in addition to granting credits, Canada has sold large 
quantities of foodstuffs, under contract to the United Kingdom, at prices. 
far below those obtainable in other markets. | 

Now, I must emphasize that, when Canada embarked on this scale of 
assistance, it was intended that the program should run over a four- or’ 
five-year period. For one reason or another, however, the postwar Euro-- 
pean recovery, as everyone knows, has been badly delayed, and the re-- 
cipients of our credits have drawn them much faster than had beeni 
planned. At the same time, Canada, in the course of its own postwar tran-- 
sition, increased very substantially its imports of goods from the United 
States, for which we had to pay cash. 

Briefly, then, our position was that we were obliged to pay cash for: 
everything that we imported but that we sold a large portion of our ex- 
ports on credit to Europe. The result was that we had to draw heavily on 
our own foreign-exchange reserves. Our holdings of gold and Unite 
States dollars declined from roughly fifteen hundred million dollars at 
the beginning of 1946 to about five hundred million dollars at the end o 
1947. Indeed, this rate of decline became so alarming that we had to tak 
drastic and direct action toward the end of 1947 to reduce this drain. 
Otherwise, Canada would not have had the cash to pay for its absolutel 
vital needs of such things as coal and oil, raw cotton, and the component 
parts manufactured of iron and steel on which our economy depends; 

Canada thus found itself in serious difficulties, so much so that it was 
forced to meet these difficulties by prohibiting or curtailing substantially 
a long list of imported consumer and capital goods and, furthermore, by 
severely rationing the United States dollars Which Canadians could 
spend while traveling in the United States. 


Mr. FriepMan: What effect do these restrictions imposed by Canadg 
have upon the United States? 


Mr. MacxinTosu: Of course, the restrictions are imposed on Canadian 
but they do have effects upon the United States. Canadians traveling 
abroad are rationed in their travel funds. A long list of goods imported 
from any country are prohibited. Imports are allowed under permit fo: 
another list of goods, but only up to a specified quota. Capital goods cait 
be imported only under license, after a review of the construction prot 
gram which gives rise to them. 

All these restrictions except the travel restrictions apply equally to al 
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Juntries. But since most of our imports at the present time are coming 
‘om the United States—that is to say, an abnormally large proportion 
f them—the restrictions do really restrict imports from the United States. 


Mk. FriepMan: Gordon, you emphasized that Canada’s difficulties arise 
ery largely from its decision to give large dollar credits to the rest of the 
orld. Do you regard this program of giving large dollar credits as mis- 
laced altruism? 


Mr. Gorvon: Oh, certainly not! After all, Canada has the same general 
ake as the United States has in the restoration of war-ravaged countries 
ad, in the course of so doing, of preventing the spread of communism. 

But we also have in mind that these particular countries represent our 
istomers in the long term; and, unless we can see them reestablished on 
basis where they could be productive units, then we know that the hope 
‘restoring multilateral trade throughout the world is not very bright.? 


Mr. FrrepMan: We agree, then, I take it, that the credits Canada is 
ving to the rest of the world are highly commendable, that from here on 
e can assume that they are to be given, and that the solution of the prob- 
m will have to be found elsewhere. 
This, of course, is the position of the United States as well. We are de- 
mined to give aid to the rest of the world. Both in Canada and in the 
nited States, this raises serious internal as well as external problems. If 
s are to be given elsewhere, they are not available for domestic con- 
mption, and this raises a problem of inflation. How does Canada pro- 
se to prevent this large burden from leading to inflation? 


Mr. Macxintosu: Inflation is a continuous problem with us, and we 
ve taken a number of steps which tend to limit it. We have progressive- 
built up a government surplus of revenue over expenditures, as well 


Selected exports of Canada, by important wartime groups: 
1939-45 


(In Mitiion Dotvars) 
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as loans, and this surplus is becoming progressively greater. I, for one 
would hope that it would continue so long as the inflationary pressure 
continues. Our import restriction program, in part, so far as it applies ta 
capital goods, is forcing a spreading-out and a postponement of the con 
struction and reequipment projects. 

Then, too, the market forces, not counteracted by the Treasury and ths 
Bank of Canada, have recently increased the interest rate so that yields os 
government bonds have risen from about 2.6 to 3 per cent. Banks have in 
dicated that they are unwilling to lend for capital purchases, and the banl 
figures show that there has been an actual reduction in credits outstané 
ing. 

Mr. FriepMan: Your procedure and ours in the United States on thi 
measure are very similar. We, too, have had proposals for credit contro} 
We, too, have had discussion of tax policy. 

In contrast to you, Mackintosh, I believe that the measures taken t 
restrict quantitatively imports and exports are bad ways of fighting infla 
tion—just as I believe that in the United States direct controls throu 
rationing and price control are bad ways. I believe that the appropriat 
way in both countries to fight inflation is through general measures whi 
serve to restrict the quantity of money and credit in the hands « 
the people. 


Mr. Gorvon: But that is not really the Canadian problem. Our prob 
lem essentially is that we are buying for cash and selling for credit. Ou 
real trouble is not that we have insufficient exports, for example, by 
really that our customers have been unable to pay cash for all of the 
For example, in 1946 we sold a total of eight hundred and sixty millic 
dollars’ worth of exports on credit or gift; and in 1947 we provided a f 
ther four hundred million on the same basis. 


Mr. FrrepMan: But can you really separate the problem of forei 
trade from the problem of internal trade? Is the situation not fundame: 
tally that you are trying to lend funds or give funds abroad. It is as if 4 
individual is trying to make some investments or to give some gifts 
someone else. If he tries to make these gifts without curtailing any ot 
of his expenditures, he will, of course, find himself short of dollars. Th 
is the dollar shortage which not only nations but all individuals alw 
experience. We would all like to have more dollars. Now, if an individ 
is going to try to make such loans and gifts, he has to curtail somewhe 
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se. Is not the situation that Canada is really trying to live beyond its 
come? 


Mr. Macxintosu: I would rather put it that we are trying to consume 
jore, to construct and to equip more, and to export more in goods and 
rvices than we actually can in the present circumstances produce. I 
sree that it is a total situation that we are discussing. And one result of 
ir endeavor to do too much is that United States goods and services have 
ywed in to fill the void. 


Mr. Friepman: Then the problem is that you must cut down somehow 
me of your commitments. Since we have agreed that the commitment 
foreign countries is to be taken as a given fact, that must mean that you 
ust cut down somewhere else. 

If an individual tries to live beyond his income, that is understandable 
ider some circumstances—for example, if he had a very sharp drop in 
s income. That might apply to Great Britain, but it certainly does not 
ply to Canada. As I understand, Canada has been having a real boom 
d is really very well off in physical terms. 


Mr. Gorvon: Yes, but I repeat that our real difficulty is the fact that we 
e not getting cash for what we sell and that we are paying cash for what 
e buy. 
Mr. FriepMman: But if you would curtail your domestic consumption 
your domestic investment, that would make goods available for ex- 
rt, and it would reduce your demand for imports. Is there not a lot of 
om for curtailing domestic consumption and investment? Are you not 
oducing from 30 to 50 per cent more in physical goods per head than 
u were before the war ?4 


3 The distribution of workers in Canadian industry in November, 1946, follows: 
(In THousaNnDs) 
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ce 1939 prices, per capita output (gross national product) in Canada increased from 
8 in 1939 to $839 in 1944, and in early 1947 it was at the rate of $752. Corresponding 
res for the U.S. are: 1939, $688; 1944, $1,208; early 1947, $1,003. 


| 
Mr. Mackintosi: Yes, we are producing something like that, and J 


think that both consumption and, to a greater degree, investment coul¢ 
be curtailed. As I pointed out, we are taking steps to do that. 


Mr. FrrepMan: You are taking these steps by direct restrictions on the 
goods and services imported into your country from abroad and by dit 
rect controls to facilitate exports. Are these not a very clumsy instrumem 
for controlling imports and exports—or rather, I should say, for cutting 
down the total domestic consumption and investment to what you car 
really afford? 
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Mr. Gorvon: It seems to me that the contrary is true, because through 
the system of selective controls or direct controls, whichever you want ta 
name them, we are able to aim our policy in the direction of reducing 
demands upon us for U.S. dollars. So, in our restriction of imports, th 
restriction has been aimed at reducing our consumption, both in the co 
sumer goods field and in the capital goods field. 


Mr. FrrepMan: The question is whether that is the most effective wa 
of doing it. There is an alternative way—making goods more expensiy) 
to Canadians and your export goods cheaper to other people. If you a 
in the problem of having to cut down your imports by, say, 20 or 30 
cent (whatever might be the figure), is it not better to let every ind’ 
vidual decide for himself what items he wants to curtail in face of high 
prices than to have a government official do it in some over-all, across-tha 
board, rough manner? 


Mr. Gorvon: That becomes a question of degree. After all, if the chan 
in the exchange rate, which I suppose is what you have in mind, were t 
be effective in cutting down the demand for our imports, there woul 
have to be, in my opinion, a very large depreciation of the Canadi 
dollar. We should not overlook that, in thinking about the exchange rat! 
we also have to keep in mind our obligations under the Internation 
Monetary Fund; and exchange stability is, of course, a cardinal princip 
in regard to the people or the nations which have joined in the Intern} 
tional Monetary Fund. | 


Mr. FriepMan: I do have in mind, of course, the exchange rate as ow 
means of doing this. The amount it costs a Canadian to buy a good } 
service from the United States depends not only upon the price of thi 
good in United States dollars but also upon how many Canadian dolla 
he has to hand over to get an American dollar; and, similarly, the pri 


, 
’ 
; 
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your exports to an American depends upon how much he has to pay 
ra Canadian dollar. 

Currently your official price is one American dollar for one Canadian 
ilar. Would it not be desirable to make the Canadian dollar a little less 
pensive to the American and the. American dollar morevexpensive to 
e Canadian? If your International Monetary Fund obligations prevent 
ju from letting it go completely free, as I think would really be desirable, 
hy not at least return to the point where you were at the end of the war 
hen a Canadian dollar cost ninety cents in American money? 


Mr. Macxintosu: In my opinion, the reduction of the Canadian dollar 
; 10 per cent would have comparatively little effect upon our balance 
ith the United States. There are few of our exports which could be in- 
eased by a rise in price, except gold. The 10 per cent increase in the 
‘ice of imports would not by any means bring about the restriction 
hich is necessary. 


Mr. FriepMan: Is there not some evidence from the unofficial market 
at the 10 per cent decline might not be too bad? As we all realize, any 
merican can walk into a bank in the United States now and buy Cana- 
an dollars for ninety American cents to the Canadian dollar. If in that 
arket, which is free from governmental control and in which the Cana- 
an dollar can find its own level—if in that market the price of a Cana- 
an dollar is ninety cents, does that not suggest that if you were to re- 
ove your government controls on imports and exports and on the 
change rate, the Canadian dollar might have to fall only to about 
nety cents? 


Mr. Gorvon: No, I would not agree with that at all. You see, the un- 
ficial market for Canadian dollars is located entirely outside Canada. 
he.transactions in this so-called “unofficial” market are always between 
yo nonresidents. Now, it should be remembered that the Canadian dol- 
rs which are bought and sold in that market have a very limited use in 
anada. For example, an American cannot use those Canadian dollars to 
y for goods exported from Canada, and therefore the rate at which 
7o nonresidents will transfer Canadian dollars has no relationship at all 
what the rate might go if it were thrown free. 


Mr. FrrepMan: The market may be narrow; it may be small. But 1 
id it hard to see any particular reason why it should necessarily, for 
at reason, lead to a different price of the Canadian dollar than the price 
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that would arise if all international transactions were involved. But let us 
suppose that it is true; let us suppose that the price of the Canadian dollau 
would have to fall farther. Is there any argument against at least reducing 
it to the ninety cents? Did you not make a mistake a year and a half age 
after the war when you raised the price from ninety cents to a dollar in 
the expectation that American inflation would outrun Canadian? 


Mr. Macxrintosu: No, I would not agree. Actually the American infl 
tion has outrun the Canadian. American prices at the time that the Can 
dian dollar was revalued had risen substantially more than the Canadia 
And, according to the official cost-of-living indexes at least, they are still 
some twenty points higher as a result of the war experiences. 

I would also like to add that to devalue by 10 per cent would leave u. 
in the position in which we would have a devaluation and in which w 
also would have to have the direct controls, because we have to prote 
- what exchange we have left after having sacrificed a very large su 


Mr. FriepMan: The test of this pudding is in the eating or rather, 
should say, in the buying. You say that American prices have risen ver} 
much more than Canadian; yet the facts of the matter are that Canadiaa 
imports from the United States have risen drastically over the last ye 
by something like 40 per cent. Canadian exports to the United Stat 
have risen much less. Apparently, at the existing price of the Canadiai 
dollar, the Canadians find that American goods are cheaper than Cana 
dian goods, and Americans find that Canadian goods are relatively e 
pensive. 


Mr. Gornon: There are one or two other factors there, Friedman. | 
should be kept in mind that the rising level of imports from the Unite 
States was due, among other things, to the fact that more goods beca 
available as 1946 went into 1947, and, moreover, that the prices rose, 
that the value of those exports in dollars increased substantially. 


Mr. FriepMan: In any event, how much of a decline the price of tk 
Canadian dollar would take depends, of course, to a large extent, 
what you do internally. If internally you have a policy which stimulate 
domestic inflation, why then, of course, the Canadian dollar would hav 
to fall to a lower level in order to make Canadian goods cheap in th 
United States and American goods dear in Canada. 

So, we come back again to domestic problems—to the problem of int 
nally preventing a price rise. This is the place where your Canadi 
problem and the American problem are really the same. 
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Mr. Macxintosu: That is quite true. At least, I would agree in the 
ain with you, and I would agree that we have to take steps to reduce 
ir total demand. I have tried to outline some of the steps which we have 
ken and to make clear that our exchange picture, our import restric- 
ons, are just a part of a total program. 


Mr. Gorpon: On that point, it seems to me that we have really got into 
general question of which method is the better. My position, I think, 
snerally, is that by using only the methods which you suggest, Fried- 
an, you are talking about fairly blunt instruments, which cannot be 
sarly so selective as the restrictive program upon which our government 
as embarked and which was embarked upon by reason of urgent im- 
ediate necessity. We could not afford the time which I believe would 
ave had to have been taken with these blunt instruments. 


Mr. FrizpMan: Again, is there not a real question as to which is a 
unter instrument? Just as in curtailing exports, it seems to me allow- 
g each individual to choose for himself what he will buy in the face of 
ie higher prices is more effective than if you were to try to curtail your 
»mestic investment, which is really the area in which you have the most 
gnificant problem; it seems to me that it would be far more sensitive to 
ive the cost of capital go up to make the interest rate higher, and in that 
ay to let the individual businessman himself decide, in the face of this 
gher cost, what projects are the best—what projects are likely to yield 
e greatest income which in turn for you will mean the greatest dollar 
come. Is that not a more sensitive instrument than having a govern- 
ent official say, “Mr. Jones may put up this factory, but Mr. Smith may 
ot put up the other”? 


Mr: Gorpvon: It seems to be there again that it is a question of degree, 
st-as in our early discussion on exchange rate. My own view is that if 
e interest-rate factor were to be a controlling factor, there would have 
be a much larger change in interest rates than has already taken place; 
scause, as Mackintosh has said, there has been a definite change in our 
terest rate, which should, if you are correct, have an influence on ex- 
insion of capital investment. 


Mr. Friepman: It should; it is in the right direction. And, of course, I 
ould, at this point, say that I am criticizing not only the Canadian 
licy but also the American policy. I feel that the United States’ chief 
ortcoming in its whole anti-inflation program has been its unwilling- 
ss to use stricter credit controls. I suspect that Canada may have really 


F 
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done it better than we have in that direction. But I ask if it would not b 
desirable to have you do more in that direction rather than put yourse! 
in a position of engaging ina host of direct controls, of telling people wha 
to do, which must inevitably lead from one direct control to anothe 
direct control. 


Mr. Gorvon: I think that I would agree with that in part, but it seem 
to me that it is a question of timing, and these restrictive controls te 
which you object are intended to be a short-run matter. 


Mr. FrrepMan: How do you expect to be able to get out of them? If you 
start on this path, if you start on the path of telling people what they may 
or may not import, are you not going to get yourself involved in increas 
ing internal difficulties? Are you not going to be driven farther along the 
line of price control and of rationing? Are you not going to make it in 
creasingly, hard to return along the path which is in your and our long 
run interest ? 


Mr. Macxkintosu:I would not fear that a bit. The easiest controls in the 
world to get out of are these drastic limitations which we have imposec 
on imports. Everybody is against them. Everybody is going to help us ta 
get out of them. 


Mr. FriepMan: But you are going to be faced with the problem, whert 
you want to get out of them, that the only way possible to get out of them 
is by allowing, at that time, substantial inflation; and nobody likes inflai 
tion, either. | 


Mr. Macxintosu: No, it is not necessary that we should allow inflaa 
tion. The other controls of which you speak take time to make theis 
effect felt. 


Mr. FriepMan: These do, too. You postponed the imposition of yous 
direct controls on imports for a considerable time beyond the point at 
which your foreign-exchange resources were declining very rapidly. 


Mr. Mackintosu: That is a possible criticism—that we delayed ever 
too long in imposing these controls. 


Mr. Gorvon: I would like to summarize my position generally, be: 
cause I agree with the thought that abolition of government controls or 
foreign exchange—or in the form of import and export restrictions—is 


highly desirable in the interests of a truly multilateral system of world 
trade. | 
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_ I believe, too, that the judgment of the market place through the price 
system will in due course prove to be the most efficient way of deciding 
what should be produced in what volume, by whom, and where. 

But I do insist that, so long as a major portion of the trading nations of 
the world is suffering from the dislocation, destruction, and disruptions of 
war, direct controls by governments will continue. In my opinion no 
government of any war-ravaged country could survive if it failed to do the 
job of speeding up the reinstating of the country as a productive unit. 
Only by so doing can these countries buy and sell internationally to their 
maximum capacity and so restore a respectable standard of living. 

Of course, in the international field as in the domestic field, it is regret- 
ably true that one control by government tends to breed another. Con- 
sequently, we in Canada must recognize the practical facts of life in the 
world in which we live, whatever our general philosophy toward these 
matters may be. Therefore, I suggest that a prerequisite of the abolition 
o£ government controls is the correction of the fundamental disequilib- 
‘ium in world trade arising from the unequal impact of war upon each 
of the belligerent countries. 

Canada simply must have regard to its extraordinarily vulnerable posi- 
ion as a large exporting nation and the vital need to see its traditional 
sustomers in Western Europe reestablished so that they can buy for cash 
mut of their own earnings. Fortunately, the whole spirit and meaning of 
he European Recovery Program is toward that objective. 


Mr. FriepMan: I want to enter a hearty assent to your initial state- 
nent about the long-run virtues of using the market place and the free- 
rice system; but I also want to disagree heartily with your statements 
bout the necessity for controls by various countries in order to solve the 
hort-run problem. I feel that both in the short run, in the immediate 
uture, and in the longer future, the most effective and efficient way of 
olving the problems is by using the traditional mechanisms of a free- 
rice system and the general mechanisms of broad credit control and 
oreign exchange rate changes. 

For the United States, which is faced with this problem and which may 
e faced with a direct control problem of its own, I would recommend, as 
suggested for Canada, that we use the broad instruments of credit con- 
‘ol rather than the blunt instruments which are incompatible with a 
cally free system of direct price and rationing controls of other sorts. 
“his is the policy which seems to me to be in our short-run and long- 


un interest. 


A Special Supplement 


on 
ADAM SMITH ON FREE TRADE 


Selections from An Inquiry into the Nature 
and Causes of the Wealth of Nations 


By ADAM SMITH 
First Published in 1776 


* 
1. WHAT IS WEALTH?! 


THE annual labour of every nation is the fund which originally supplies; 
it with all the necessaries and conveniences of life which it annually con-. 
sumes, and which consist always either in the immediate produce of that: 
labour, or in what is purchased with that produce from other nations. 

According therefore, as this produce, or what is purchased with it, , 
bears a greater or smaller proportion to the number of those who are to. 
consume it, the nation will be better or worse supplied with all the neces- 
saries and conveniences for which it has occasion. 

But this proportion must in every nation be regulated by two different 
circumstances; first, by the skill, dexterity, and judgment with which its 
labour is generally applied; and, secondly, by the proportion between the 
number of those who are employed in useful labour, and that of those 
who are not so employed. Whatever be the soil, climate, or extent of ter- 
ritory of any particular nation, the abundance or scantiness of its annual 


supply must, in that particular situation, depend upon those two circum- 
stances. 


ll. FREE TRADE AND HUMAN NATURE? 
This division of labour, from which so many advantages are derived, is 
not originally the effect of any human wisdom, which foresees and in- 


1 From “Introduction and Plan of the Work.” 
2 Book I, Chapter II, “Of the Principle Which Gives Occasion to the Division of Labour.” 
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nds that general opulence to which it gives occasion. It is the necessary, 
ough very slow and gradual, consequence of a certain propensity in 
uman nature which has in view no such extensive utility; the propen- 
ty to truck, barter, and exchange one thing for another. 

Whether this propensity be one of those original principles in human 
ature, of which no further account can be given; or whether, as seems 
ore probable, it be the necessary consequence of the faculties of reason 
id speech, it belongs not to our present subject to enquire. It is common 
) all men, and to be found in no other race of animals, which seem to 
now neither this nor any other species of contracts. Two greyhounds, 
| running down the same hare, have sometimes the appearance of acting 
| some sort of concert. Each turns her towards his companion, or en- 
eavours to intercept her when his companion turns her towards himself. 
his, however, is not the effect of any contract, but of the accidental con- 
irrence of their passions in the same object at that particular time. 
lobody ever saw a dog make a fair and deliberate exchange of one bone 
w another with another dog. Nobody ever saw one animal by its ges- 
ires and natural cries signify to another, this is mine, that yours; I am 
illing to give this for that. When an animal wants to obtain something 
ther of a man or of another animal, it has no other means of persuasion 
ut to gain the favour of those whose service it requires. A puppy fawns 
pon its dam, and a spaniel endeavours by a thousand attractions to engage 
1¢ attention of its master who is at dinner, when it wants to be fed by 
im. Man sometimes uses the same arts with his brethren, and when he 
as no other means of engaging them to act according to his inclinations, 
ideavours by every servile and fawning attention to obtain their good 
ill. He has not time, however, to do this upon every occasion. In civilized 
ciety he stands at all times in need of the co-operation and assistance of 
reat multitudes, while his whole life is scarce sufficient to gain the friend- 
ip of a few persons. In almost every other race of animals each indi- 
dual, when it is grown up to maturity, is entirely independent, and in 
s natural state has occasion for the assistance of no other living creature. 
ut man has almost constant occasion for the help of his brethren, and itis 
vain for him to expect it from their benevolence only. He will be more 
kely to prevail if he can interest their self-love in his favour, and shew 
em that it is for their own advantage to do for him what he requires of 
em. Whoever offers to another a bargain of any kind, proposes to do 
is. Give me that which I want, and you shall have this which you want, 
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is the meaning of every such offer: and it is in this manner that we obtaitl 
from one another the far greater part of those good offices which w 
stand in need of. It is not from the benevolence of the butcher, the brewer 
or the baker, that we expect our dinner, but from their regard to their ow 
interest. We address ourselves, not to their humanity but to their self-lov 
and never talk to them of our own necessities but of their advantages 
Nobody but a beggar chuses to depend chiefly upon the benevolence 0: 
his fellow-citizens. Even a beggar does not depend upon it entirely. Tha 
charity of well-disposed people, indeed, supplies him with the whole func 
of his subsistence. But though this principle ultimately provides him 
with all the necessaries of life which he has occasion for, it neither doe: 
nor can provide him with them as he has occasion for them. The greatez 
part of his occasional wants are supplied in the same manner as those 05 
other people, by treaty, by barter, and by purchase. With the money 
which one man gives him he purchases food. The old cloaths which 
another bestows upon him he exchanges for other old cloaths which sui 
him better, or for lodging, or for food, or for money, with which he cari 
buy either food, cloaths, or lodging, as he has occasion. 

As it is by treaty, by barter, and by purchase, that we obtain from one 
another the greater part of those mutual good offices which we stand in 
need of, so it is this same trucking disposition which originally gives 
occasion to the division of labour. In a tribe of hunters or shepherds @ 
particular person makes bows and arrows, for example, with more readi: 
ness and dexterity than any other. He frequently exchanges them foi 
cattle or for venison with his companions; and he finds at last that he car 
in this manner get more cattle and venison, than if he himself went tc 
the field to catch them. From a regard to his own interest, therefore, the 
making of bows and arrows grows to be his chief business, and he be- 
comes a sort of armourer. Another excels in making the frames and coy- 
ers of their little huts or moveable houses. He is accustomed to be of use 
in this way to his neighbours, who reward him in the same manner with 
cattle and with venison, till at last he finds it his interest to dedicate him- 
self entirely to this employment, and to become a sort of house-carpenter. 
In the same manner a third becomes a smith or a brazier; a fourth a tan- 
ner or dresser of hides or skins, the principal part of the clothing of 
savages. And thus the certainty of being able to exchange all that surplus 
part of the produce of his own labour, which is over and above his own 
consumption, for such parts of the produce of other men’s labour as he 
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aay have occasion for, encourages every man to apply himself to a par- 
cular occupation, and to cultivate and bring to perfection whatever 
lent or genius he may possess for that particular species of business. 
The difference of natural talents in different men is, in reality, much 
ss than we are aware of; and the very different genius which appears to 
istinguish men of different professions, when grown up to maturity, is 
ot upon many occasions so much the cause, as the effect of the division 
f labour. The difference between the most dissimilar characters, between 
philosopher and a common street porter, for example, seems to arise not 
) much from nature, as from habit, custom, and education. When they 
ame into the world, and for the first six or eight years of their existence, 
uey were, perhaps, very much alike, and neither their parents nor play- 
slows could perceive any remarkable difference. About that age, or soon 
fter, they come to be employed in very different occupations. The differ- 
nce of talents comes then to be taken notice of, and widens by degrees, 
Il at last the vanity of the philosopher is willing to acknowledge scarce 
ny resemblance. But without the disposition to truck, barter, and ex- 
hange, every man must have procured to himself every necessary and 
onveniency of life which he wanted. All must have had the same duties 
) perform, and the same work to do, and there could have been no such 
ifference of employment as could alone give occasion to any great dif- 
rence of talents. 

As it is this disposition which forms that difference of talents, so re- 
aarkable among men of different professions, so it is this same disposi- 
on which renders that difference useful. Many tribes of animals ac- 
nowledged to be all of the same species, derive from nature a much 
yore remarkable distinction of genius, than what, antecedent to custom 
ad education, appears to take place among men. By nature a philosopher 
not in genius and disposition half so different from a street porter, as a 
astiff is from a greyhound, or a greyhound from a spaniel, or this last 
om a shepherd’s dog. Those different tribes of animals, however, 
jough all of the same species, are of scarce any use to one another. The 
rength of the mastiff is not in the least supported either by the swiftness 
the greyhound, or by the sagacity of the spaniel, or by the docility of 
ie shepherd’s dog. The effects of those different geniuses and talents, for 
ant of the power or disposition to barter and exchange, cannot be 
‘ought into a common stock, and do not in the least contribute to the 
‘ter accommodation and conveniency of the species. Each animal is 
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still obliged to support and defend itself, separately and independently, 
and derives no sort of advantage from that variety of talents with which) 
nature has distinguished its fellows. Among men, on the contrary, the: 
most dissimilar geniuses are of use to one another; the different produces; 
of their respective talents, by the general disposition to truck, barter, and| 
exchange, being brought, as it were, into a common stock, where every) 
man may purchase whatever part of the produce of other men’s talents he: 
has occasion for. 


Ill. WHY THERE MUST BE FOREIGN TRADE? 


When the produce of any particular branch of industry exceeds whatt 
the demand of the country requires, the surplus must be sent abroad, andi 
exchanged for something for which there is a demand at home. Without! 
such exportation, a part of the productive labour of the country must 
cease, and the value of its annual produce diminish. The land andi 
labour of Great Britain produce generally more corn, woollens, and hardi 
ware, than the demand of the home-market requires. The surplus part off 
them, therefore, must be sent abroad, and exchanged for something fort 
which there is a demand at home. It is only by means of such exportation, 
that this surplus can acquire a value sufficient to compensate the labour: 
and expence of producing it. The neighbourhood of the sea coast, and thes 
banks of all navigable rivers are advantageous situations for industry, 
only because they facilitate the exportation and exchange of such surplus: 
produce for something else which is more in demand there. ) 

When the foreign goods which are thus purchased with the surplus 
produce of domestic industry exceed the demand of the home-market, the 
surplus part of them must be sent abroad again, and exchanged fon 
something more in demand at home. About ninety-six thousand hogs 
heads of tobacco are annually purchased in Virginia and Maryland, with 
a part of the surplus produce of British industry. But the demand o: 
Great Britain does not require, perhaps, more than fourteen thousan 
If the remaining eighty-two thousand, therefore, could not be sent abroac 
and exchanged for something more in demand at home, the importation 
of them must cease immediately, and with it the productive labour of all 
those inhabitants of Great Britain, who are at present employed in pr 
paring the goods with which these eighty-two thousand hogsheads art 
annually purchased. Those goods, which are part of the produce of th 
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ad and labour of Great Britain, having no market at home and being 
prived of that which they had abroad, must cease to be produced. The 
ost round-about foreign trade of consumption, therefore, may, upon 
me occasions, be as necessary for supporting the productive labour of 
e country, and the value of its annual produce, as the most direct... 


IV. SUMMARY OF THE BALANCE OF TRADE? 


They [the merchants] represented, secondly, that this prohibition [of 
e export of gold and silver] could not hinder the exportation of gold 
d silver, which, on account of the smallness of their bulk in proportion 
their value, could easily be smuggled abroad. That this exportation 
uld only be prevented by a proper attention to, what they called, the 
lance of trade. That when the country exported to a greater value than 
imported, a balance became due to it from foreign nations, which was 
cessarily paid to it in gold and silver, and thereby increased the quan- 
y of those metals in the kingdom. But that when it imported to a 
eater value than it exported, a contrary balance became due to foreign 
tions, which was necessarily paid to them in the same manner, and 
ereby diminished that quantity. That in this case to prohibit the expor- 
ion of those metals could not prevent it, but only by making it more 
ngerous, render it more expensive. That the exchange was thereby 
rned more against the country which owed the balance, than it other- 
se might have been; the merchant who purchased a bill upon the 
reign country being obliged to pay the banker who sold it, not only for 
> natural risk, trouble and expence of sending the money thither, but 
- the extraordinary risk arising from the prohibition. But that the more 
= exchange was against any country, the more the balance of trade be- 
me necessarily against it; the money of that country becoming neces- 
tly of so much less value, in comparison with that of the country to 
lich the balance was due.... 


V. PROTECTING HOME INDUSTRIES DOES NOT SERVE 
GENERAL ADVANTAGES OF SOCIETY® 

By restraining, either by high duties, or by absolute prohibitions, the 

portation of such goods from foreign countries as can be produced at 


Book IV, Chapter I, “Of the Principle of the Commercial or Mercantile System.” 
Book IV, Chapter II, “Of Restraints upon the Importation from Foreign Countries of 
h Goods as Can Be Produced at Home.” 
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home, the monopoly of the home-market is more or less secured to th: 
domestic industry employed in producing them. Thus the prohibition ot 
importing either live cattle or salt provisions from foreign countrie: 
secures to the graziers of Great Britain the monopoly of the home-marke: 
for butcher’s meat. The high duties upon the importation of corn, whick 
in times of moderate plenty amount to a prohibition, give a like advam 
tage to the growers of that commodity. The prohibition of the importa 
tion of foreign woollens is equally favourable to the woollen manufac 
turers. The silk manufacture, though altogether employed upon foreigy 
materials, has lately obtained the same advantage. The linen manufac 
ture has not yet obtained it, but is making great strides towards it. Mam 
other sorts of manufacturers have, in the same manner, obtained ii 
Great Britain, either altogether, or very nearly a monopoly against theit 
countrymen. The variety of goods of which the importation into Grex 
Britain is prohibited, either absolutely, or under certain circumstance: 
greatly exceeds what can easily be suspected by those who are not we? 
acquainted with the laws of the customs. 

That this monopoly of the home-market frequently gives great ert 
couragement to that particular species of industry which enjoys it, an. 
frequently turns towards that employment a greater share of both thy 
labour and stock of the society than would otherwise have gone to it, c 
not be doubted. But whether it tends either to increase the general indus 
try of the society, or to give it the most advantageous direction, is no‘ 
perhaps, altogether so evident. 

The general industry of the society never can exceed what the capita 
of the society can employ. As the number of workmen that can be kept i! 
employment by any particular person must bear a certain proportion t 
his capital, so the number of those that can be continually employed 
all the members of a great society, must bear a certain proportion to 
whole capital of that society, and never can exceed that proportion. 
regulation of commerce can increase the quantity of industry in a 
society beyond what its capital can maintain. It can only divert a part of | 
into a direction into which it might not otherwise have gone; and it is 
no means certain that this artificial direction is likely to be more adval 
tageous to the society than that into which it would have gone of i’ 
own accord. 

Every individual is continually exerting himself to find out the mo 
advantageous employment for whatever capital he can command. It | 
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is own advantage, indeed, and not that of society, which he has in view. 
ut the study of his own advantage naturally or rather necessarily leads 
im to prefer that employment which is most advantageous to the society. 


VI. INDIVIDUAL KNOWS HIS OWN BEST INTEREST® 


Every individual who employs his capital in the support of domestic 
idustry, necessarily endeavours so to direct that industry, that its produce 
1ay be of the greatest possible value. 

The produce of industry is what it adds to the subject or materials upon 
“hich it is employed. In proportion as the value of this produce is great 
r small, so will likewise be the profits of the employer. But it is only for 
1¢ sake of profit that any man employs a capital in the support of indus- 
y; and he will always, therefore, endeavour to employ it in the support 
f that industry of which the produce is likely to be of the greatest value, 
r to exchange for the greatest quantity either of money or of other goods. 

But the annual revenue of every society is always precisely equal to the 
«changeable value of the whole annual produce of its industry, or rather 

precisely the same thing with that exchangeable value. As every indi- 
dual, therefore, endeavours as much as he can both to employ his capi- 
Jin the support of domestic industry, and so to direct that industry that 
s produce may be of the greatest value; every individual necessarily 
bours to render the annual revenue of the society as great as he can. He 
snerally, indeed, neither intends to promote the public interest, nor 
nows how much he is promoting it. By preferring the support of domes- 
¢ to that of foreign industry, he intends only his own security; and by 
recting that industry in such a manner as its produce may be of the 
eatest value, he intends only his own gain, and he is in this, as in many 
her cases, led by an invisible hand to promote an end which was no 
it of his intention. Nor is it always the worse for the society that it was 
) part of it. By pursuing his own interest he frequently promotes that 
the society more effectually than when he really intends to promote it. 
have never known much good done by those who affected to trade for 
e public good. It is an affectation, indeed, not very common among 
erchants, and very few words need be employed in dissuading them 
om it. 

What is the species of domestic industry which his capital can employ, 
id of which the produce is likely to be of the greatest value, every indi- 
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vidual, it is evident, can, in his local situation, judge much better than any) 
statesman or lawgiver can do for him. The statesman, who should] 
attempt to direct private people in what manner they ought to employ; 
their capitals, would not only load himself with a most unnecessary) 
attention, but assume an authority which could safely be trusted, nott 
only to no single person, but to no council or senate whatever, and which 
would nowhere be so dangerous as in the hands of a man who had folly) 
and presumption enough to fancy himself fit to exercise it. | 

To give the monopoly of the home-market to the produce of domestic: 
industry, in any particular art of manufacture, is in some measure tov 
direct private people in what manner they ought to employ their capitals, 
and must, in almost all cases, be either a useless or a hurtful regulation. Iff 
the produce of domestic can be brought there as cheap as that of foreign: 
industry, the regulation is evidently useless. If it cannot, it must generally; 
be hurtful. It is the maxim of every prudent master of a family, never toc 
attempt to make at home what it will cost him more to make than to buy.. 
The taylor does not attempt to make his own shoes, but buys them of the: 
shoemaker. The shoemaker does not attempt to make his own cloaths,. 
but employs a taylor. The farmer attempts to make neither the one nor 
the other, but employs those different artificers. All of them find it fort 
their interest to employ their whole industry in a way in which they haves 
some advantage over their neighbours, and to purchase with a part of itsi 
produce, or what is the same thing, with the price of a part of it, whatevert 
else they have occasion for. 

What is prudence in the conduct of every private family, can scarce be: 
folly in that of a great kingdom. If a foreign country can supply us with; 
a commodity cheaper than we ourselves can make it, better buy it of them: 
with some part of the produce of our own industry, employed in a way in} 
which we have some advantage. The general industry of the country, 
being always in proportion to the capital which employs it, will not there- 
by be diminished, no more than that of the above-mentioned artificers;! 
but only left to find out the way in which it can be employed with the: 
greatest advantage. It is certainly not employed to the greatest advantage, 
when it is thus directed towards an object which it can buy cheaper thant 
it can make. The value of its annual produce is certainly more or less 
diminished, when it is thus turned away from producing commodities 
evidently of more value than the commodity which it is directed to pro- 
duce. According to the supposition, that commodity could be purchased 
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‘om foreign countries cheaper than it can be made at home. It could, 
1erefore, have been purchased with a part only of the commodities, or, 
hat is the same thing, with a part only of the price of the commodities, 
hich the industry employed by an equal capital would have produced at 
ome, had it been left to follow its natural course. The industry of the 
puntry, therefore, is thus turned away from a more, to a less advan- 
igeous employment, and the exchangeable value of its annual produce, 
stead of being increased, according to the intention of the lawgiver, 
lust necessarily be diminished by every such regulation. 

By means of such regulations, indeed, a particular manufacture may 
ymetimes be acquired sooner than it could have been otherwise, and 
ter a certain time may be made at home as cheap or cheaper than in 
1¢ foreign country. But though the industry of the society may be thus 
urried with advantage into a particular channel sooner than it could have 
cen otherwise, it will by no means follow that the sum total, either of its 
\dustry, or of its revenue, can ever be augmented by any such regula- 
oi.;..- 


Vil. CAN WE EXPECT FREE TRADE RIGHT AWAY?’ 


The case in which it may sometimes be a matter of deliberation, how 
r, or in what manner, it is proper to restore the free importation of 
reign goods, after it has been for some time interrupted, is, when partic- 
lar manufactures, by means of high duties or prohibitions upon all 
reign goods which can come into competition with them, have been so 
r extended as to employ a great multitude of hands. Humanity may in 
‘is case require that the freedom of trade should be restored only by slow 
adations, and with a good deal of reserve and circumspection. Were 
ose high duties and prohibitions taken away all at once, cheaper foreign 
90ds of the same kind might be poured so fast into the home-market, as 
deprive all at once many thousands of our people of their ordinary em- 
oyment and means of subsistence. The disorder which this would 
casion might no doubt be very considerable. It would in all probability, 
ywever, be much less than is commonly imagined, for the two follow- 
g reasons: 

First, all those manufactures, of which any part is commonly exported 
other European countries without a bounty, could be very little affected 
the freest importation of foreign goods. Such manufactures must be 
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{ 
sold as cheap abroad as any other foreign goods of the same quality and| 
kind, and consequently must be sold cheaper at home. They would still,, 
therefore, keep possession of the home-market, and though a capriciouss 
man of fashion might sometimes prefer foreign wares, merely because: 
they were foreign, to cheaper and better goods of the same kind that were: 
made at home, this folly could, from the nature of things, extend to so 
few, that it could make no sensible impression upon the general employ-- 
ment of the people. But a great part of all the different branches of our: 
woollen manufacture, of our tanned leather, and of our hard-ware, are: 
anually exported to other European countries without any bounty, and| 
these are the manufactures which employ the greatest number of hands. 
The silk, perhaps, is the manufacture which would suffer the most by this: 
freedom of trade, and after it the linen, though the latter much less than: 
the former. 

Secondly, though a great number of people should, by thus restoring: 
the freedom of trade, be thrown all at once out of their ordinary employ-: 
ment and common method of subsistence, it would by no means follow’ 
that they would thereby be deprived either of employment or subsistence. 
... To expect, indeed, that the freedom of trade should ever be entirely 
restored in Great Britain, is as absurd as to expect that an Oceana or) 
Utopia should ever be established in it. Not only the prejudices of the: 
public, but what is much more unconquerable, the private interests of 
many individuals, irresistibly oppose it. Were the officers of the army to 
oppose with the same zeal and unanimity any reduction in the number 
of forces, with which master manufacturers set themselves against every 
law that is likely to increase the number of their rivals in the home mar- 
ket; were the former to animate their soldiers, in the same manner as the 
latter enflame their workmen, to attack with violence and outrage the 
proposers of any such regulation; to attempt to reduce the army would be 
as dangerous as it has now become to attempt to diminish in any respect 
the monopoly which our manufacturers have obtained against us. This 
monopoly has so much increased the number of some particular tribes 
of them, that, like an overgrown standing army, they have become for- 
midable to the government, and upon many occasions intimidate the 
legislature. The member of parliament who supports every proposal for 
strengthening this monopoly, is sure to acquire not only the reputation 
of understanding trade, but great popularity and influence with an order 
of men whose numbers and wealth render them of great importance. If he 
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pposes them, on the contrary, and still more if he has authority enough 
» be able to thwart them, neither the most acknowledged probity, nor 
he highest rank, nor the greatest public services, can protect him from 
he most infamous abuse and detraction, from personal insults, nor some- 
imes from real danger, arising from the insolent outrage of furious and 
isappointed monopolists. ; 

The undertaker of a great manufacture, who, by the home-markets 
eing suddenly laid open to the competition of foreigners, should be 
bliged to abandon his trade, would no doubt suffer very considerably. 
“hat part of his capital which had usually been employed in purchasing 
aaterials and in paying his workmen, might, without much difficulty, 
erhaps, find another employment. But that part of it which was fixed 
n workhouses, and in the instruments of trade, could scarce be disposed 
£ without considerable loss. The equitable regard, therefore, to his inter- 
st requires that changes of this kind should never be introduced sudden- 
y, but slowly, gradually, and after a very long warning. The legislature, 
vere it possible that its deliberations could be always directed, not by the 
lamorous importunity of partial interests, but by an extensive view of the 
eneral good, ought upon this very account, perhaps, to be particularly 
areful neither to establish any new monopolies of this kind, nor to ex- 
snd further those which are already established. Every such regulation 
itroduces some degree of real disorder into the constitution of the state, 
thich it will be difficult afterwards to cure without occasioning another 
isorder.... 


VIII. CONSUMPTION IS SOLE PURPOSE OF PRODUCTION® 


It is unnecessary, I imagine, to observe, how contrary such regulations 
re to the boasted liberty of the subject, of which we affect to be so very 
alous; but which, in this case, is so plainly sacrificed to the futile interests 
f our merchants and manufacturers. 

The laudable motive of all these regulations, is to extend our own 
yanufactures, not by their own improvement, but by the depression of 
10se of all our neighbours, and by putting an end, as much as possible, to 
1e troublesome competition of such odious and disagreeable rivals. Our 
iaster manufacturers think it reasonable, that they themselves should 
ave the monopoly of the ingenuity of all their countrymen. Though by 
straining, in some trades, the number of apprentices which can be 
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employed at one time, and by imposing the necessity of a long apprentice- 
ship in all trades, they endeavour, all of them, to confine the knowledge: 
of their respective employments to as small a number as possible; they: 
are unwilling, however, that any part of this small number should go 
abroad to instruct foreigners. : 

Consumption is the sole end and purpose of all production; and the: 
interest of the producer ought to be attended to, only so far as it may be: 
necessary for promoting that of the consumer. The maxim is so perfectly; 
self-evident, that it would be absurd to attempt to prove it. But in the mer- - 
cantile system, the interest of the consumer is almost constantly sacrificed | 
to that of the producer; and it seems to consider production, and not con- - 
sumption, as the ultimate end and object of all industry and commerce. . 

In the restraints upon the importation of all foreign commodities which | 
can come into competition with those of our own growth, or manufac- 
ture, the interest of the home-consumer is evidently sacrificed to that of 
the producer. It is altogether for the benefit of the latter, that the,former 
is obliged to pay that enhancement of price which this monopoly almost 
always occasions. 

It is altogether for the benefit of the producer that bounties are granted 
upon the exportation of some of his productions. The home-consumer is 
obliged to pay, first, the tax which is necessary for paying the bounty, and 
secondly, the still greater tax which necessarily arises from the enhance- 
ment of the price of the commodity in the home-market. 

By the famous treaty of commerce with Portugal, the consumer is pre- 
vented by high duties from purchasing of a neighbouring country, a 
commodity which our own climate does not produce, but is obliged to 
purchase it of a distant country, though it is acknowledged, that the com- 
modity of the distant country is of a worse quality than that of the near 
one. The home-consumer is obliged to submit to this inconveniency, in 
order that the producer may import into the distant country some of his 
productions upon more advantageous terms than he would otherwise 
have been allowed to do. The consumer, too, is obliged to pay, whatever 
enhancement in the price of those very productions, this forced exporta- 
tion may occasion in the home-market. 

But in the system of laws which has been established for the manage- 
ment of our American and West Indian colonies, the interest of the home- 
consumer has been sacrificed to that of the producer with a more extrava- 
gant profusion than in all our other commercial regulations. A great em- 
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ire has been established for the sole purpose of raising up a nation of cus- 
omers who should be obliged to buy from the shops of our different pro- 
lucers, all the goods with which these could supply them. For the sake 
f that little enhancement of price which this monopoly might afford our 
roducers, the home-consumers have been burdened with the whole ex- 
ence of maintaining and defending that empire. For this purpose, and 
or this purpose only, in the two last wars, more than two hundred mil- 
ions have been spent, and a new debt of more than a hundred and seven- 
y millions has been contracted over and above all that had been expended 
or the same purpose in former wars. The interest of this debt alone is not 
nly greater than the whole extraordinary profit, which, it ever could be 
wretended, was made by the monopoly of the colony trade, but than the 
vhole value of that trade, or than the whole value of the goods, which at 
n average have been annually exported to the colonies. 

It cannot be very difficult to determine who have been the contrivers of 
his whole mercantile system; not the consumers, we may believe, whose 
nterest has been entirely neglected but the producers, whose interest has 
een so carefully attended to; and among this latter class our merchants 
nd manufacturers have been by far the principal architects. In the mer- 
antile regulations, which have been taken notice of in this chapter, the 
nterest of our manufacturers has been most peculiarly attended to; and 
he interest, not so much of the consumers, as that of some other sets of 
rroducers, has been sacrificed to it. 


IX. FREE TRADE ENCOURAGES HOME INDUSTRY? 


The most effectual expedient, on the contrary, for raising the value of 
hat surplus produce, for encouraging its increase, and consequently the 
mprovement and cultivation of their own land, would be to allow the 
nost perfect freedom to the trade of all such mercantile nations. 

This perfect freedom of trade would even be the most effectual ex- 
edient for supplying them, in due time, with all the artificers, manufac- 
urers and merchants, whom they wanted at home, and for filling up in 
he properest and most advantageous manner that very important void 
yhich they felt there. 

The continual increase of the surplus produce of their land, would, in 

9 Book IV, Chapter IX, “Of the Agricultural Systems, or of Those Systems of Political 


conomy, Which Represent the Produce of Land as Either the Sole or the Principal Source 
Ethe Revenue and Wealth of Every Country.” 
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due time, create a greater capital than what could be employed with the| 
ordinary rate of profit in the improvement and cultivation of land; and 
the surplus part of it would naturally turn itself to the employment of 
artificers and manufacturers at home. But those artificers and manufac- 
turers, finding at home both the materials of their work and the fund of 
their subsistence, might immediately, even with much less art and skill, 
be able to work as cheap as the like artificers and manufacturers of such 
mercantile states, who had both to bring from a great distance. Even 
though, from want of art and skill, they might not for some time be able 
to work as cheap, yet, finding a market at home, they might be able to 
sell their work there as cheap as that of the artificers and manufacturers 
of such mercantile states, which could not be brought to that market but | 
from so great a distance; and as their art and skill improved, they would 
soon be able to sell it cheaper. The artificers and manufacturers of such 
mercantile states, therefore, would immediately be rivalled in the market 
of those landed nations, and soon after undersold and justled out of it 
altogether. The cheapness of the manufactures of those landed nations, 
in consequence of the gradual improvements of art and skill, would, in 
due time, extend their sale beyond the home-market, and carry them to 
many foreign markets, from which they would be in the same manner 
gradually justled out many of the manufactures of such mercantile 
nations. 

This continual increase both of the rude and manufactured produce of 
those landed nations would in due time create a greater capital than 
could, with the ordinary rate of profit, be employed either in agriculture 
or in manufactures. The surplus of this capital would naturally turn itself 
to foreign trade, and be employed in exporting, to foreign countries, such 
parts of the rude and manufactured produce of its own country, as ex- 
ceeded the demand of the home-market. In the exportation of the produce 
of their own country, the merchants of a landed nation would have an 
advantage of the same kind over those of mercantile nations, which its 
artificers and manufacturers had over the artificers and manufacturers of 
such nations; the advantage of finding at home that cargo, and those 
stores and provisions, which the others were obliged to seek for at a dis- 
tance. With inferior art and skill in navigation, therefore, they would be 
able to sell that cargo as cheap in foreign markets as the merchants of 
such mercantile nations; and with equal art and skill they would be able 
to sell it cheaper. They would soon, therefore, rival those mercantile na- 
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ns in this branch of foreign trade, and in due time would justle them 
it of it altogether. 
According to this liberal and generous system, therefore, the most ad- 
ntageous method in which a landed nation can raise up artificers, 
anufacturers and merchants of its own, is to grant the most perfect 
sedom of trade to the artificers, manufacturers and merchants of all 
her nations. It thereby raises the value of the surplus produce of its own 
nd, of which the continual increase gradually establishes a fund, which 
due time necessarily raises up all the artificers, manufacturers and mer- 
ants whom it has occasion for. 
When a landed nation, on the contrary, oppresses either by high duties 
by prohibitions the trade of foreign nations, it necessarily hurts its own 
terest in two different ways. First, by raising the price of all foreign 
ods and of all sorts of manufactures, it necessarily sinks the real value of 
e surplus produce of its own land, with which, or, what comes to the 
me thing, with the price of which, it purchases those foreign goods and 
anufactures. Secondly, by giving a sort of monopoly of the home-mar- 
t to its own merchants, artificers and manufacturers, it raises the rate of 
ercantile and manufacturing profit in proportion to that of agricultural 
ofit, and consequently either draws from agriculture a part of the capi- 
| which had before been employed in it, or hinders from going to 
a part of what would otherwise have gone to it. This policy, therefore, 
scourages agriculture in two different ways; first, by sinking the real 
lue of its produce, and thereby lowering the rate of its profit; and, 
condly, by raising the rate of profit in all other employments. Agricul- 
re is rendered less advantageous, and trade and manufactures more 
vantageous than they otherwise would be; and every man is tempted 
his own interest to turn, as much as he can, both his capital and his 
dustry from the former to the latter employments. 
Though, by this oppressive policy, a landed nation should be able to 
se up artificers, manufacturers and merchants of its own, somewhat 
yner than it could do by the freedom of trade; a matter, however, which 
not a little doubtful; yet it would raise them up, if one may say so, 
smaturely, and before it was perfectly ripe for them. By raising up too 
stily one species of industry, it would depress another more valuable 
cies of industry. By raising up too hastily a species of industry which 
ly replaces the stock which employs it, together with the ordinary 
ofit, it would depress a species of industry which, over and above replac- 
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ing that stock with its profit, affords likewise a neat produce, a free 
rent to the landlord. It would depress productive labour, by encouragin 
too hastily that labour which is altogether barren and unproductive. .., 


X. THE SYSTEM OF NATURAL LIBERTY’ 


Every system which endeavours, either, by extraordinary encourage: 
ments, to draw towards a particular species.of industry a greater share 0) 
the capital of the society than what would naturally go to it; or, by extraort 
dinary restraints, to force from a particular species of industry some 
share of the capital which would otherwise be employed in it; is in reality 
subversive of the great purpose which it means to promote. It retards, in. 
stead of accelerating, the progress of the society towards real wealth ana 
greatness; and diminishes, instead of increasing, the real value of tha 
annual produce of its land and labour. 

All systems either of preference or of restraint, therefore, being thu: 
completely taken away, the obvious and simple system of natural liberty 
establishes itself of its own accord. Every man, as long as he does no’ 
violate the laws of justice, is left perfectly free to pursue his own interes: 
his own way, and to bring both his industry and capital into competitior 
with those of any other man, or order of men. The sovereign is complete: 
ly discharged from a duty, in the attempting to perform which he mus’ 
always be exposed to innumerable delusions, and for the proper per: 
formance of which no human wisdom or knowledge could ever be suffi 
cient; the duty of superintending the industry of private people, and ot 
directing it towards the employments most suitable to the interest of the 
society. According to the system of natural liberty, the sovereign has only 
three duties to attend to; three duties of great importance, indeed, but 
plain and intelligible to common understandings: first, the duty of pro. 
tecting the society from the violence and invasion of other independent 
societies; secondly, the duty of protecting, as far as possible, every member 
of the society from the injustice or oppression of every other member of it 
or the duty of establishing an exact administration of justice; and, thirdly 
the duty of erecting and maintaining certain public works and certair 
public institutions, which it can never be for the interest of any individual 
or small number of individuals, to erect and maintain; because the profi 
could never repay the expence to any individual or small number of in 
dividuals, though it may frequently do much more than repay it to « 
great society.... 
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